BUILDING A

RAILROAD.

2= |NORTH CAROLINA
E RAILROAD

2009 ANNUAL REPORT




BUILDING A BETTER RAILROAD

Work goes on into the night as crews work to finish the Elon University
pedestrian underpass by mid-May, 2010.
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The Mission of the North Carolina Railroad

To maximize the value of the North Carolina Railroad Company’s
properties for the people of North Carolina through partnerships
that drive economic growth, enhance freight and passenger service,
improve safety and respect the natural environment.

An Amtrak passenger train pulls into the Burlington station, home of Whistlestop, an exhibit about
the North Carolina Railroad and its role in the state’s development.
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Today, we're
shifting our
focus to projects
that will help us
maximize the
way the railroad
is used for both
passenger and

freight service.

FRIENDS OF
THE NORTH
CAROLINA
RAILROAD
COMPANY,

Now as never before, rail
matters to North Carolina.
As a passenger transporta-
tion system, an effective
method of transporting
freight, an engine for
economic development, a
dependable source for job
creation and as a way to
lighten the carbon footprint
on our state’s fragile ecosys-
tem, rail is undergoing a
renaissance. It is our mission
here at the North Carolina
Railroad to make sure that
we leverage the use of this
317-mile, 200-foot-wide
railroad in ways that in-
crease its value for the
people of the state.

To do that requires a vision
generated by strategic
thinking that will guide us
as we shift from a decade-
long tradition of choosing
capital improvement
projects to repair the
railroad. Today, we're
shifting our focus to proj-
ects that will help us maxi-
mize the way the railroad is
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used for both passenger
and freight service. As we
move to address the de-
mands of the new economy,
these projects will allow
more trains to operate on
the railroad at higher
speeds and with a greater
degree of safety. For
example, in a nation of
aging infrastructure, NCRR
has replaced, renovated or
refurbished 17 bridges in
the last five years, mostly in
the eastern part of the
state. By looking ahead and
fixing these bridges, North
Carolina was able to attract
businesses to the eastern
part of the state that will
use the railroad to haul
large freight cars to the
port at Morehead City. Rail
was a factor in siting eleven
new businesses in North
Carolina in 2009, creating
thousands of jobs.

Because the railroad has the
potential for so many uses,
we must work closely with
our public and private
sector partners. North
Carolina was awarded $545
million in American Recov-
ery and Reinvestment Act
funds (ARRA), about $315
million of which will be
spent by the North Carolina
Department of Transporta-
tion’s (NCDOT) Rail Division
on NCRR projects. These
include projects such as
double tracking the railroad
in places where it's a single
track so more trains can use
it, and to straighten curves
so trains can go faster.

Norfolk Southern is our
freight operating partner;
the operating agreement
with them is the source of
our capital improvement
funding. This allows us to
improve the railroad at no
cost to the state. Norfolk
Southern, while operating
in these challenging
economic times, sees its
future in efficiently de-
signed, strategically placed
corridors such as the
Crescent corridor, of which
NCRR is a part.

Another important opportu-
nity for partnership involves
safety. We will continue to
work closely with Operation
Lifesaver—a rail-sponsored
safety organization—as well
as with Norfolk Southern,
NCDOT'’s Rail Division and
communities statewide to
educate people about using
caution at all crossings, and
to always expect a train.

NCRR looks forward to
building a better railroad to
help our state attract new
businesses and rail-served
industries, and to improve
transportation as we move
ahead into 2010. We will be
readying the railroad for
even more uses in today’s
high speed world.

i

JOHN ATKINS
Chairman of the NCRR
Board of Directors



ECONOMIC
DEVELOPMENT
AND PROPERTIES

Economic Development

NCRR took a proactive approach to
economic development this year, fueled by
its role in the state’s successful attraction of
Spirit AeroSystems, Sanderson Farms and
Golden State Foods, and the substantial
number of jobs they are bringing to North
Carolina. NCRR works closely with the
Department of Commerce to locate,
preserve and promote railroad industrial
sites which are rapidly disappearing due to
the state’s steady growth.

The company is an active participant in the
North Carolina Economic Developers
Association, and maintains contact with
economic developers statewide. At its
forum on rail-related issues this year, NCRR
is sponsoring an event to highlight the
state’s best industrial rail-served sites and
to focus economic developers’ attention on
these sites.

Working closely with Norfolk Southern,
NCRR is encouraging the military bases in
eastern North Carolina to increase their use
of rail services. This year, Camp Lejeune is
transporting additional military equipment
e e

Richard Wiley, Senior Consultant for Economic
Development, stresses the importance of preserving
the state’s rapidly disappearing industrial rail sites.

by rail. For example, one train transporting
primarily jeeps, tanks and other vehicles had
80 rail cars carrying over 275 military
vehicles. Had this move traveled via
highway, it would have used 250 trucks.

Properties

A parcel of land was purchased near Pine
Level to allow for the construction of a
roadway to provide alternative access to a
small church and several houses as part of
a project to remove a private roadway that
crosses NCRR tracks.

NCRR is encouraging military bases in eastern North Carolina to increase their use of
rail services.

One train

transporting
primarily jeeps,
tanks and
other vehicles
had 80 rail cars
carrying

over 275
military vehicles.
Had this move
traveled via
highway,

it would have

used 250 trucks.
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MAJOR
CAPITAL
IMPROVEMENTS

Committed Projects

Charlotte

Grade Separation, Sugar Creek Rd.

Grade separation of main freight/pass. line at Sugar Creek Rd.
under study. Joint safety project with NCDOT.

Benefit: Improve safety-freight/pass

Total cost: $34,000,000 NCRR cost/share: $10,000,000

NCRR Corridor

Commuter Rail Shared Corridor Track Expansion Study
Determine the infrastructure requirements and costs for
potential future commuter rail within the NCRR corridor
(Goldsboro to Burlington; Burlignton to Greensboro). Conduct
market/ridership analysis.

Benefit: Study

Total cost: $1,450,000

NCRR Corridor

Survey/Monumentation Project

Establish permanent rail corridor monumentation for corridor
management and engineering/planning purposes. Incorporate
geodetic monuments in statewide survey grid.

Benefit: Corridor management

Total cost: $2,000,000

i oo e LA = SN
NCRR, NCDOT and Norfolk Southern constructed nine miles
of double track between Greensboro and High Point.

Davidson and Rowan Counties

Rail work at the 1-85 Bridge - Yadkin River

This project will widen portions of -85 to eight lanes, replace

six existing bridges, and replace two existing railroad grade

separations near the Yadkin River in Rowan and Davidson

Counties.

Benefit: Improve safety and speed (rail work only)

Total cost: $4,500,000” NCRR cost/share: $3,000,000
Received $1.5 million in ARRA funding

Raleigh-Charlotte

Construct Three Pedestrian Underpasses

Construct pedestrian underpasses in 3 selected pilot locations
in connection with grade crossing closures or high volume
pedestrian locations. One joint project with Elon University
will be completed in 2010.

Benefit: Improve safety

Total cost: $6,000,000 NCRR cost/share: $3,000,000

Kinston

Rail/Truck Loading & Spur Track

Rail/truck loading ramp and spur track, Kinston to serve
Global Transpark and other users. Project includes site work,
road access, and staging area for transfer point.

Benefit: Economic development

Total cost: $900,000

i EE T

NCRR and Elon University partnered to construct a
pedestrian underpass to improve safety.
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Kinston

Curve Realignment

Straighten curve in downtown Kinston to increase speed to
25 mph.

Benefit: Improve safety and speed

Total cost: $3,300,000

Bridges EC-27.8 and EC-27.9

Rebuild wooden trestle bridges over the Neuse River.
Benefit: Improve safety and speed

Total cost: $8,000,000 NCRR cost/share: $4,000,000

Craven and Lenoir Counties

EC Line Bridge Replacements

Replace single track trestle over creeks in Lenoir and Craven
Counties to address settling piers and weight requirements.
Joint project with Norfolk Southern.

Benefit: Improve safety and speed

Total cost: $3,000,000 NCRR cost/share: $1,500,000

Selma - Morehead City

Grade Crossing Improvements

Improve grade crossing protection on unsignalized or partially
signalized grade crossings between CSX Junction at Selma
and Morehead City (115 miles). Joint project with NCDOT and
Norfolk Southern.

Benefit: Improve safety and speed

Total cost: $7,641,750 NCRR cost/share: $2,227,200

v R

Continuous welded rail being laid in New Bern.

Funded by American Recovery
and Reinvestment Act grant

Thomasville - Lexington

Double Track, 4.2 Miles

This work is to improve capacity by extending second track
and signals to reduce delays associated with meeting and
passing trains (Bowers-Lake).

Benefit: Improve capacity (Main Line)

Total cost: $47,545,437 (NCDOT high speed rail)

NCRR cost/share: $4,000,000

N. Charlotte - Concord

Double Track, 12.1 Miles

This work is to improve capacity by adding a second track and
signals to reduce delays associated with meeting and passing
trains between Concord and Charlotte (Haydock-Junker).
Benefit: Improve capacity (Main Line)

Total cost: $95,116,212 (NCDOT high speed rail)

NCRR cost/share: $13,000,000

Kannapolis - Salisbury

Double Track, 10 Miles

This work is to improve capacity by extending second track
and signals to reduce delays associated with meeting and
passing trains (N. Kannapolis-Reid).

Benefit: Improve capacity (Main Line)

Total cost: $92,593,479 (NCDOT high speed rail)

NCRR cost/share: $10,000,000

NORTH CAROLINA RAILROAD 2009 ANNUAL REPORT 5



MAJOR
CAPITAL
IMPROVEMENTS

Completed Projects

High Point - Greensboro

Double Track, 9 Miles

Improve capacity by adding a 2" track (Cox-Hoskins) to
reduce delays associated with meeting and passing trains.
DOT studies have identified this portion of railroad as one of
the most congested.

Benefit: Improve capacity and efficiency

Total cost: $21,000,000 NCRR cost/share: $4,000,000
Completed 2009

Durham County, Research Triangle Park

Acquire Property to Straighten Curve at Hopson Road™
Acquire acreage for future straightening of curve in Durham
Co. in RTP for adding passing siding and improving curvature
to allow higher speeds for freight and passenger trains
Benefit: Improve capacity and speed.

NCRR cost/share: $2,000,000

Completed 2006

**Bridge, curve straightening and 2-mile siding will be completed as part of
NCDOT's ARRA High Speed Rail grant

NCRR added a team track in Kinston to serve Global
Trans Park.
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Super gangs work to install welded rail in New Bern.

Durham, Research Triangle Park

Replace NC 54 Railroad Bridge-RTP

Replace existing single track RR bridge in RTP with double
track bridge and accommodate regional transit operations;
improve traffic flow and eliminate substandard clearance.
Benefit: Improve rail capacity and ease vehicle congestion
Total cost: $5,500,000

Completed 2006

Durham (Funston)

Extend Siding 1+ Mile

This work is to extend passing siding and straighten curve
west of Durham for approximately 1-mile segment.
Benefit: 35 minutes passenger trains

Total cost: $3,558,000 NCRR cost/share: $75,000
Completed 2003

Raleigh - Goldsboro

Construct Three Segments of Passing Tracks

and CTC & Communications

Improve capacity by adding 3 passing tracks totalling approx.
8 miles between Raleigh and Goldsboro to improve passenger
and freight train performance and service. Add centralized
traffic control 31 miles; raise to same standard as Raleigh—
Charlotte to improve speed performance and reliability, and
accommodate growth of freight and passenger service. Install
Cabarrus Street Interlocking and revise track layout to increase
speed to and from yard. Improve Boylan Storage Track.
Benefit: Capacity improvement, Electronic traffic control
Total cost: $22,600,000

Completed 2008 (Boylan Storage Track in 2009)

Raleigh - Selma

Upgrade track condition between Raleigh and Selma
Increase passenger speed to 59 mph for approx. 30 miles;
upgrade crossing circuits

Benefit: 35 minute passenger trains

Total cost: $2,400,000 NCRR cost/share: $1,750,000
Completed 2002



Clayton

Replace Restricted Bridge: MP H-95.2

Replace bridge structure on main line to eliminate speed
restriction and improve clearance on Hwy. 70 Bus.
Benefit: Improve safety and speed

Total cost: $1,000,000

Completed 2008

Johnston and Alamance Counties

Repair/Renovate Neuse R. Bridge (Johnston County), Hwy
87 Bridge (Alamance County)

Bridges have clearance and track restrictions.

Benefit: Improve clearance/loading

Total cost: $500,000

Completed 2009

Kinston

Repair/Replace Neuse River Bridge; Improve Rail
Increase load of bridge to permit 286,000 Ib standard
railcars as other segments of NCRR and allow port traffic;
replace jointed rail with continuous welded rail (remaining
14 mile segment).

Benefit: Improve reliability

Total cost: $7,100,000

Completed 2004

Kinston

Replace Jointed Rail

Replace jointed rail with continuous welded rail (17-mile
segment) same as Project I-(B)1.

Benefit: Increase load rating; Replace rail

Total cost: $4,950,000

Completed 2005

Craven County

Replace Bridge Trestle at Batchelder Creek

Replace single track wooden trestle over Batchelder Creek in
Craven County.

Benefit: Improve capacity and safety

Total cost: $450,000

Completed 2006

Havelock/Morehead City

Feasibility Study: Main Line Relocation

Evaluate feasibility of relocating the main line off of Hwy. 70 in
Carteret Co. between Cherry Point MCAS and the Morehead
City State Port Terminal to improve service and safety to/from
the Morehead City Port; elim. traffic crossings and hazards, and
promote industrial development. Feasibility recommendations
to include participants, finance sources and alternatives.
Benefit: Main line

Total cost: $500,000

Completed 2007

Double track adds capacity to the railroad, improving efficiency for freight and passenger trains.
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CAPITAL
IMPROVEMENT
PROJECTS

traffic.

sity
} <

volume main line

crossing

determined

Bridge and Crossing Improvements

Improvement Name and Status

e © 6 06 06 06 0 X 0 O

Batchelor Creek Bridge Trestle

Bridge Replacement at e-019.5

Bridge Replacement at e-020.7

Clayton Restricted Bridge

Grade Crossing Improvement Program

Hopson Road Alignment Bridge and Curve (Future)
NC Hwy 54 Bridge

NC Hwy 87 Bridge

Neuse River Bridge - Kinston

Neuse River Bridge - Wilson’s Mills

Pedestrian Underpass - Elon University

Sugar Creek Rd. Bridge / Grade Separation (Future)
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Funding Partners: NCDOT
and Norfolk Southern

Sugar Creek Road Bridge
Preliminary design to discern
cost of separating road from
rail on the corridor’s busiest

Elon University Pedestrian
Overpass: Provide safe means
for pedestrians to cross track on
college campus with heavy foot

Funding Partner: Elon Univer-

Four Double Track Projects
Double track over 35 miles in
four different segments on high

Funding Partners: To be

Track Improvements

Improvements Name and Status

Charlotte to Concord (Future)

Cox to Hoskins Double Track

East Durham New Main Track

Goldsboro to Morehead City Replace Rail (Future)
Kannapolis to Salisbury (Future)

Kinston to New Bern Replace Rail

Lexington to Thomasville (Future)

Raleigh to Goldsboro Siding and Signals



Highway 54 Bridge

New railroad bridge has double
track capacity and opens up a
@ Vvehicular bottleneck in Research
Triangle Park

Clayton Bridge

Replaced oldest bridge on the
railroad with a new span allowing
freight and passenger trains to
increase speeds.

Neuse River Bridge

A new bridge in Kinston that can
handle today’s bigger, heavier
trains replaces a 100-year old
hurricane damaged structure.

“ N

Al

% Siding and Signals

L Increases track capacity and allows trains to
increase speed and pass between Raleigh and
Selms, improving on time performance.

Welded Rail

Outdated, lightweight 90-Ib. rail
is replaced by seamless, heavier
gauge welded rail to improve
speed and safety between
Goldsboro and Morehead City.
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Steer Davies

Gleave will
prepare
ridership models
and revenues
forecasts for
four potential
commuter train
routes in the
seven-county
area for 2012,
2017 and 2022.

COMMUTER RAIL
RIDERSHIP STUDY

NCRR retained Steer Davies Gleave of Boston
to study what the potential ridership and
revenue market for would be for commuter
rail service within its 140-mile rail corridor
between Greensboro and Goldsboro.

The eight-month study is expected to

be complete in early May, 2010. It is a
follow-up to a 2008 NCRR engineering
study that concluded with significant
improvements commuter trains and freight
trains could co-exist in the Goldsboro-
Greensboro corridor. Commuter trains
would run primarily in the morning and
late afternoon, which is in contrast to light
rail that operates throughout the day.

Steer Davies Gleave will prepare rider-
ship models and revenues forecasts for
four potential commuter train routes in
the seven-county area for 2012, 2017
and 2022. Those routes could be:

m Goldsboro to Raleigh through Selma,
Clayton and Garner

m Raleigh to Burlington through Cary,
Research Triangle Park, Durham, and
Hillsborough

m Greensboro to Raleigh through
Gibsonville, Elon and Burlington

m Chapel Hill/Carrboro connections to
Raleigh and Greensboro

The study area also includes 18 state and
private universities within two-mile ac-
cess to the rail line, including NC State,
Shaw, UNC-Chapel Hill, Duke, NC Central,
UNC-Greensboro, Elon and NC A&T.

The studies are part of NCRR’s capital
investment planning for 2030.

1O NORTH CAROLINA RAILROAD 2009 ANNUAL REPORT

p” s Gresrsibor o Goldsbor

e 1
o il b
ANh D
st L Bl

5 Vg o D Ui bl s

The Shared Corridor Capacity Study, completed
in 2009, considered 4 different routes over 140
miles between Greensboro and Goldsboro.

“From its early beginning our company has
looked over the horizon to determine how
this important asset can be used to benefit
economic development and transportation
in North Carolina,” said Scott Saylor, NCRR
president. “We look forward to working
with communities to explore the potential
use of the rail line for the public and busi-
ness over the next couple of decades.”

The study will include:

m A travel survey of citizens and major
businesses in the market areas.

m Development of a travel forecasting
model (modified Triangle Regional Model
and Piedmont Triad Regional Model) and
use of other forecasting tools.

m Estimate of ranges of projected fares to
provide a basis for fare box revenue.

m Evaluation of land use patterns and their
effects upon ridership demand.

m Examination of bus routes for feeder and
distributor services.

The study costs approximately $300,000
and NCRR is funding it from its own
revenues, derived from its operating
agreement with Norfolk Southern. Study
results will be shared with the public
and local and regional planning officials.
Results and a summary of the study

will be available at www.ncrr.com.



NCRR
BUILDING TIES

In 2009, NCRR launched an effort to
better get to know the communities,
municipalities and people along the cor-
ridor. Because the railroad passes through
the middle of the state and touches
many lives and businesses, the company
wants to know its neighbors. By getting
involved, working with communities and
keeping them informed, NCRR wants to
build not only a better railroad, but also
better partnerships throughout the state.
Here are some of the year's efforts.

Open House: Kinston

Track Improvements

Improvements to enhance safety,

speed and economic development on
the North Carolina Railroad were dis-
cussed at an Open House in September
2009, in Kinston. The event was jointly
hosted by Pride of Kinston and NCRR.
Norfolk Southern Railway, freight op-
erator on NCRR, also participated.

The event kicked off a nine-month project
to realign the tracks between Mitchell and
North Independence Streets in downtown
Kinston, which began in mid-September.
The realignment will permit increased
train speed from the current 10-mph to
25-mph, enabling trains to clear in-town

The NCRR hy-rail vehicle affords
an engineer’s view of the railroad.
Left to right: John Brantley, RDU,
Jeff Merritt, Triangle Transit, Joe
Milazzo, Regional Transportation
Alliance, Scott Saylor, NCRR, Rick
Weddle, Research Triangle
Foundation, David King, Triangle
Transit.

crossings more quickly.
Faster trains reduce traf-
fic delays at crossings.

Further, the recent removal
of the old freight depot plus
the downtown track realign-
ment will allow today’s larger rail cars, such
as those used by Spirit AeroSystems and
Camp Lejeune, to pass through, further
opening up eastern North Carolina for
rail-served industries and the military.

Also underway was construction of

a transload track to serve the Global
TransPark, creating a siding and truck/rail
loading ramp for Spirit and other future
users. The cost to NCRR for both projects,
funded out of NCRR freight revenues,

is approximately $3.5 million. Under a
separate project, the North Carolina
Department of Transportation is con-
structing a six-mile rail line to directly
connect the Global TransPark to NCRR.

The open house event began with

brief comments from Kinston Mayor
O.A. (Buddy) Ritch and several busi-
ness and civic leaders. During the Open
House representatives from NCRR,
Pride of Kinston and Norfolk Southern
were available to answer questions.

NCRR has invested more than $60 million
east of Raleigh since the start of its capital
improvement program in 2001, including
about $17.6 million in Lenoir County.

Because the

railroad passes
through the
middle of

the state and
touches many
lives and
businesses,
the company
wants to know

its neighbors.
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The goal of

the forum is

to foster
discussion, ideas
and information
among those
with an interest
in rail in order

to enhance the

state’s rail assets.

Catherine Campbell, NCRR, and Kristen Nunnally, Norfolk Southern,

at a military vehicle load out with soldiers from Camp Lejeune.

Projects Include:

= Neuse River bridge

= Welded rail

m Transload track in GTP

m Replace bridge trestle in
Craven County (Batchel-
der Creek)

m Eastern grade crossing
project

m Curve straightening in
Kinston

In attendance were Mayor
O.A."Buddy” Ritch, Scott
Stevens, Kinston City
Manager, members of the
Kinston City Council, Adrian
King, Executive Director,
Pride of Kinston, Mark
Pope, Executive Director,
Lenoir County Economic
Development, Rick Davis,
Spirit AeroSystems, Dominik
Browne, General Manager
for Norfolk Southern’s Busi-
ness Units and NCRR Board
members Bob Griffin, Dave
Woodard and Fred Ruffin,
and former members P.C.
Barwick and Pou Rochelle.

Forums: Progress In
Motion: 2030 and 2010:
Rail and the New Economy
The role that North Caroli-
na’s freight and passenger
train service could play in
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the state’s transportation
future was the focus of
Progress in Motion: 2030, a
March 19 forum in Raleigh,
held at the McKimmon Cen-
ter and hosted by NCRR.
Experts from the freight,
passenger and transit
sectors shared their insights
and answered questions
about costs, benefits,
environmental challenges
and potential partnerships.
The morning session dealt
with freight rail service

and the rail industry as

an economic engine. The
afternoon session focused
on passenger service and
transit driven investment.

“Progress in Motion: 2030”
speakers included North
Carolina Secretary of
Transportation Eugene A.
Conti, Jr., former Governor
James B. Hunt, former Nor-
folk Southern Senior Vice
President for Strategic Plan-
ning James McClellan, and
officials with mass transit
organizations in Charlotte,
the Triad and Triangle, and
Norfolk Southern, CSX and
Amtrak. Also participating
were business leaders,
economic developers and

local government represen-
tatives. NCRR hosted the
forum as part of its 2030
long range planning effort.

2010: Rail and the New
Economy is a forum for
those interested in how
railroads contribute to
North Carolina’s trans-
portation system and
enhance its economic and
environmental efforts.

The goal of the forum is
to foster discussion, ideas
and information among
those with an interest in
rail in order to enhance
the state’s rail assets.

This year, the forum will be
preceded by special events,
networking, discussions
and presentations at the
Depot, a restored former
NCRR freight rail warehouse
in downtown Raleigh.
Experts representing

some of the industry’s best
thinking from our state and
beyond have been invited
to present their thoughts

on passenger, freight,
transit and rail-related
economic development.

The forum was held May
10th and 11th, 2010.
More information can be
found at www.ncrr.com.

Special Events

By attending a variety of
trade shows, conventions
and public information
meetings the company
hopes to keep its fingers



on the pulse of issues that
are important to today’s
business and government
communities. These events
are important to the telling
of the NCRR story, and for
listening to the stories

of the communities
through which the rail-
road passes. Outreach at
events and to organiza-
tions in 2009 include:

Safety

NCRR continues to raise
awareness of safety issues
by participating in Opera-
tion Lifesaver's safety train
program. We invite public
officials, surveyors, plan-
ners, law enforcement
personnel and others to
ride a special train outfit-
ted with video cameras so
passengers can see exactly

v '_1_

A Norfolk Southern Operation Lifesaver locomotive pulls
cargo though the countryside.

m NC Chapter of American
Planning Association

m NC League of

Municipalities

Selma Railroad Days

NC Main Street

NC Society of Surveyors

NCDOQOT Rail Division

public meetings

m NCRR Corridor
Management Information
public meetings

m NC Economic Developers
Association

m Regional Transportation
Alliance

what the engineer sees.
Riders see trespassers and
people trying to beat the
train at crossings. They can
see how some encroach-
ments can be dangerous
in the corridor as well.

We also work with Opera-
tion Lifesaver on crossing
blitzes. These are held at
rail crossings that have
recently been modified in
some way, or where there
has been a train-vehicle col-
lision. Supervised by local
law enforcement officers,

g i e = gl

volunteers approach drivers
at designated crossings and
distribute safety information
and answer any questions
that the drivers might have
about reworked crossings.
The goal is to heighten
awareness of the dangers
near or on the tracks, and
to remind people to always
expect a train or trains.

NC One Call

NCRR participates in the
“Call Before You Dig”
program as a way to learn of
activity on the corridor.
Currently, NCRR participates
in the Wake County pro-
gram and recently added
the Johnston County
program. The program is
beneficial because it alerts
NCRR to imminent activity
that may require an agree-
ment or corridor safety plan.

Since the program began

on July 1, 2009:

m 608 requests handled

m 94 contacts made

m 4 requests resulting in
new agreements,
agreement modification,
or encroachment removal

Geographic Information
Systems (GIS) Data Sharing
NCRR enters into data
sharing agreements with
local governments to
ensure their data accurately
reflects the NCRR corridor
enabling better decisions
regarding planning, zon-

ing and inspections.

These events

are important
to the telling
of the

NCRR story,
and for
listening to
the stories

of the
communities
through which
the railroad

passes.
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NORTH CAROLINA RAILROAD COMPANY
OFFICERS AND DIRECTORS

CHAIRMAN

John L. Atkins, Il

Research Triangle Park
President and Chairman
and Chief Executive Officer,

O'Brien/Atkins Associates

VICE CHAIRMAN

Christie S. Cameron
Raleigh

Clerk of the North
Carolina Supreme Court

DIRECTORS

Robert F. Bleecker

Red Springs, Dunn, Fayetteville
President of Bleecker Automotive
Group Buick, GMC, Chevrolet, Chrysler,
Dodge, Jeep, Electric Vehicles

Marion A. Cowell
Charlotte
Attorney, Of Counsel, Kilpatrick Stockton

Murray C. Greason, Jr.
Winston Salem

Womble Carlyle Sandridge & Rice

SECRETARY TREASURER
David T. Woodard

Raleigh

General Agent for Union
Central Financial

Robert W. Griffin

Kinston

Principal in the law firm of
Griffin and Griffin, Attorneys

Sam Hunt

Burlington

Owner, Hunt Electric Supply and
Atlas Lighting Products, Inc.

This year, NCRR has shifted focus
from primarily preserving and
protecting the corridor for future
use to engaging key partners to
utilize the corridor more actively
to benefit the economy, create
jobs and improve transporta-
tion in the state. To achieve

this goal, the Board committee
structure was reorganized into
the following four groups:

Audit, Budget and Personnel
This committee is responsible for
oversight of the annual audit, in-
cluding financial reporting and tax
planning, and recommending cash
management policies, personnel
policies and budget matters. It
also recommends ethics policies
for directors and management. It
is chaired by Murray Greason, with
Marion Cowell, Sam Hunt, and
Gene Upchurch serving as mem-
bers and Dave Woodard, John At-
kins and Scott Saylor as Ex officio.

Corridor Management Policy
This committee is responsible for
developing corridor management
policy and directives regard-

ing right of way management.
Planning falls under the purview
of this committee, chaired by
Dennis Rash, with members Bob
Bleecker, Bob Griffin, John Pike
and Fred Ruffin, and John Atkins
and Scott Saylor as Ex officio.

Economic Development

This committee looks for ways to
help bring rail-served industries
to North Carolina, thereby help-
ing to create jobs and promote
economic growth. It develops
project planning and focus,
including policy recommenda-
tions for new partnerships, and
recommend guidelines for new
industry site direction and devel-
opment. It also oversees Public
Affairs policy and direction. It is
chaired by Gene Upchurch, with
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William H. Kincheloe
Rocky Mount
President, Wildwood Lamps and Accents

John M. Pike

Goldsboro

Director of Operations, Goldsboro
Milling Corporation

J. Dennis Rash

Charlotte

Executive in Residence and Visiting Professor
of Transportation Studies, UNC-Charlotte

Frederick Kenneth Ruffin

Durham

Owner, Ruffin Realty and Insurance, Inc.
(retired)

US Air Force (retired)

P. Eugene Upchurch lil

Raleigh

Vice President-External Relations,
Progress Energy

members Bob Bleecker, Christie
Cameron, Bill Kincheloe, John
Pike, Fred Ruffin and John Atkins
and Scott Saylor as Ex officio.

Strategic Planning and Policy
Taking the long view, this com-
mittee is responsible for future
planning and use of the corridor,
long range strategic planning
and capital budgeting, and
serves as the Norfolk Southern
Policy and Planning committee
liaison. It is also responsible for
the development of the Capital
Program and capital investments,
including track, bridge and other
improvements, based upon the
Board's strategic objectives. This
committee is chaired by Christie
Cameron, with Marion Cowell,
Murray Greason. Bob Griffin,
Sam Hunt, Bill Kincheloe, Dennis
Rash and Dave Woodard serv-
ing and John Atkins and Scott
Saylor serving as Ex officio.



NORTH CAROLINA RAILROAD COMPANY
MANAGEMENT TEAM

Scott M. Saylor, President
Kat Christian, Public Affairs Director
Catherine Campbell, Planning and

NORTH CAROLINA Research Assistant
JE\ RAILROAD
4 o M F A :I_“T Dan Halloran, Vice President and

PROGRESS

Iy '“'|l||_| Ty -
Chief Financial Officer

Nancy Pickett, Office Manager

Hilary Perez, Archivist

Glenn E. Hartsoe, P.E., Consulting Engineer

Richard L. Wiley, Senior Consultant—
Economic Development

Charles E. Burnell, Vice President, Real Estate
William C. Miller, Property Manager
Justin Madigan, Assistant Corridor

Manager and Information Technology
John L. Spencer, Real Estate Representative
Cathy J. Deeley, Real Estate Representative
Kristian D. Forslin, GIS Coordinator
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McGladrey &Pullen

Cerified Public Accountants

Independent Audilor's Report

To the Stockhokdar and Board of Direciors

Horth Carpling Ralroad Comparny
Ralsigh, North Carclina

We have audited the accompanying consolidated balance sheals of Noth Carolina Failread Company and
subsgidiary (the "Compamy’} a5 of Decambar 31, 3009 and 2008, and the releted consolidated stataments of income
slockholder's equety, and cash flows Tor e years then endad. Thasa consclidaled fmancal statemants arm the
responabiliy of the Company's managaement. Our responsitdily s ko express an opinion on these consobdabed
financial statements basad on our audits

Wi conducted our audils in accordance with auditing standands ganeraly acceplad in the Uniled States of Amanica
Those siandards require that we plan and perform the audt to obiain reasonable assurance aboul whether the
firancial statements ara free of matenal misstatemant. An aud? includes examining, on a test basis, evidence
supporting the amounds and dischosunas in the irancial slatements. An audil also indludes assassing [ha accountng
principles used and significant estimates macds by managermand, a3 well as evaluating the overall financial stabement
presentation. We babave that our audils provids a reascnable besis for o opinion

I o apanion, th consolidated fnancial statemants ralamad o EID::-'-'I}F-I'WIH‘IHEH]L it all reabanal respcts, he
financial positicn of Morih Carcfing Raiload Company and subsidiary as of December 31, 2009 and 2003, and the
resulls of thesr operations and thair cash flows for tha years then andad, in conformety with accauntng panciples

ganarally actegdad in the Liniled Stabes of Armancs
;%M;, S Alla | o

Raleigh, North Carclina
Aprl 30, 2010
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Consolidated Balance Shoats
December 31, 2009 and 2008

Assels 2009 2008
Cument Asgets
Cash and cash aquivalents § 1905953 2,192 550
Accounts receivabl 148,592 73808
Inbarest recedvable . 321307
FPrapad axpensas 15614 4/ 2T
Total current assats 2,030,159 2634 742
Property and Equpment
Roadweay and land 7,848,742 7848 742
Tracks, signals and beadges 105,569,522 B2.512 861
Land 4,608,830 4 504,513
Buildings and improvements 11,181 427 8720345
Equipment and fumiture 1,114,760 1,083,141

Consiruction in progress

Less accumulated depreciation
Proparty and equipment, nat

Oihver Assals
Funded capitel projecs
Deposits
Total other assets
Total assels

Sea Molas io Consolidated Financial Statements
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2,840 290 4 2395 450
133,263,551 108,12

38072913 29 834 600

95,150,672 70,040 457
45,788,929 35570 245
16,725 18725
45 815,654 35,597 51
§ 143096485 = 113175705




Liabilities and Stockholder's Equity 2009 2008
Cument Liabwhles
Accounts payable and accred expenses § 1981830 3 1299548
Total current liabilities 1,981,930 1,296 548
Leng-Tam Liabiliies
Secunty deposits 22 532 84555
Dederred tax liabidity 558,000 566 000
360,532 B0 555
Total lisbilites 2 562 462 1,950 503
Commitments [Modes 3 and 5)
Siockholder's Equity
Common shock, 3.50 par value, 10,000,000 shares
authonized, 317 shares isssed and cutsianding 159 158
Additional pead-n-capdal 186,306,184 167 303,013
Accumulated dafict (45,772,320} (50,080 470)
Total stockholder’s equity 140,534,023 117 222,702
Total liabilities and stockholder's equity $ 143006485 5 119173205
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Consolidated Statements of Income
Years Ended December 31, 2009 and 2008

2008 2008
Income
Leazs of roadway and |and § 13805417 5§ 13324075
Other baase incoma 1,841,353 1,943,163
Intarest and dividend income 782625 1,068 348
Oiiver income 48,449 236 768
Total income 16,367,844 16571854
Expanses:
Wages and bonefils 1,255,080 1,211,025
Professions feas 341,508 285,406
Confracied sandoas 351,954 124,100
Reparting and public ralations B1,935 190,501
Insurance 143,552 185,555
Franchisa and property laxes 51,561 200077
Depreciation B,238,320 8,080 8309
Repairs and maintenance 23,621 276,59
Engnaanng, sunweying and mapping 88174 547 554
Genaral and admiresirative 633,302 524 788
Tolal expenses 11,999,147 11,952 038
Income before iIncome Laxes 4,368,697 4 518816
Income tax expanss &0 54T 01556
Het income § 408150 5 4567 850

Sea Moles io Consolidatad Fmanceal Statemants,
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Consolidated Statements of Stockholder's Equity
Years Ended December 31, 2009 and 2008

Additicnal
Commoaon Pand-im Accumulaied Slockholdar's
Slock Caapilal Daficit Equity

Balance, December 31, 2007
el Incoma
Balancs, Decembar 31, 2008

Capital confribution related to capital

mprovamants progcls
e incoms
Balance, December 21, 2009

§ 150 § 167308013 §(545648330) § 112,554,842
- 4 567 960 4 567 850

i54 167, 303013 150 B0, 4700 17222702

. 19,003,171 . 19,003,171
k - 4,308,150 4,308,150
4159 §5196,06154 5 (45772.920) §140.334023
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Gonsolidated Statements of Cash Flows
Years Ended Decamber 31, 20059 and 2008

2009 2008
{-ash Flows From Oparating Ackabes
Mat income § 4308150 § 4567850
Adjustments fo reconcile ned income 1o nel
cash provided by oparating achalies
Depreciation B, 238,320 8,080 638
Draferrad income e provision (8,00:0) [5.000)
Chenges in assals and liebiiies
| Increasa) decraasa in
Accounts recehsable (74,984) (17.260)
Intarest recaivabla 321,307 (B3 2%
Prapaid axpensas 11,663 34 881
Dhaposits 2,000 33,000
Incresss (decreasa) in;
focounts payable and accrued expanses (123,155) (511,120)
Sacurity daposils 423 17 0
Met cash provided by operating activities 12,612 874 12,113,881
Cash Flows From Invastng Aclivities
Purchases of property and equipment (3,679, TEE) (4,353.253)
Funded capifa projecis, nal (3,219,663 {817 &%)
Het cash used by investing activities (12,8%9,471) {12 170522
MNet decrease in cash and cash equivalants {285,557 1o 830
Cash and cash equivalants
Beginning 2 152 550 28 38
Ending
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Consolidated Statements of Cash Flows (continued)
Years Ended December 31, 2008 and 2008

Supplemental Disclosures of Cash Flow Infomnation
Cash pand during e paniod far incoms [2xes $ 62433 = 56,070

Supplamental Schedule of Moncash Imvesting and Finencing Acinibies
Additions to propety and equipment pald by the North Carclina

Diepariment of Transportation i mgﬁin ; .

Consiruchon costs included in accounts payable and accruad axpanses _§ 805541 3 240 583

Sea Noles fo Consobidated Financial Statements
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MNaotes (o Consalldated Financial Statements

Mobe 1. Mature of Business and Significant Accounting Palicies

Mats of business: The Morth Carclina Ralmad Company and subsidiany, a Morth Canoling company, [collactvaly
refarmed 1o as the "Company™). cwns approximately 317 milias of coninuous raiload line axtandng Trom Charlotia,
Morth Camlina i Morehead City, orth Carolina. The Comparny's raliroad facliSes are operated by Norfolk Southarm
Radway Company (NSRT). Pursuant i a Merger Agreament dated January 16, 1938, fwe Compasry merped with tha
Baaudort & Morshaad Ralroad Company ("BEM"), a comparny wholly owmed by the State of Naorth CGarglina. Tha
merger was effective Apdl 1, 1988, Upon consummation of the merger, the State of North Canoling becams sole
owner of all of the commen stock of the Company

WC Raliroad, Inc.. ("NCRI"y a wholly owned subsidiany of the North Canoling Rallroad Company ("NCRRT), was
formed on December 15, 2006. The subsidiary, NCRI, conducts certain taxable acivities. such as leasing of
commercial real astata, whils HMCRR conducts all tax exemgl acivilies, such as leasng of railmad facililies and
CoMmidor management

A summary of the Company’s significant accounting policias follows

Basiz of presaniation: The accompanying consolidated financial slatements inciuda tha acéounts of NCRR and s
whelly ewned subsidiary, NCRI. All intercompany ransactions and balances have baen aeliminated in
consolidation.

Lisa of estemates: In praparing Bs consoldated financial statements, rmanagement ks required 1o make estimales
and assumplions thal affect the reported amounts of assels and Bsbelities and disclosure of conlingen! assats and
liabiliies as of tha belance sheal date and the reporiad amoeunts of revenua and expanses during the reportad
pancd Actual results could diffar from those esimalas,

Ciash and cash equivalents. At imes \he Company placas cesh and cash equivalants with inancial insfilutions in
amalnis thal may ba in axcass of FOIG inswranca imiks. Gash aquivalents include certiicates of depaosit and
money market funds with onginal maturities of three months or less. Cash and cash equivalents that are restricied
or dasignated by the Board of Direciors for capital projecis am raflacted &5 Fundad Capital Projecks intha
attompanying consolidated balance sheets. Sea Nota 3,

Accounls recaivable; Managamend consadars accounis receivable to ba fully collectible; accondingly, no allowanca
for doubthul accounts has been provided. T amounts. become uncoliactible. they are charged to operations in the
pariod in which that delermination is made

Ain accaunt recehable is considarad 1o be past due il any porion of the racesable balancs i outstanding for mone
than 30 days,

Proparty and equiprant: Proparty and equipment are stated al cosl bass accurnulsted dapraciation. Tha
Company computes dapreciation principally using the strasghi-ine method over the following estimated ussful
I

Yaar
Buddings and bualding improvaments 25
Bridges 25
Land improvemants 10
Track and signals 10
EBquipmant and fumafure 3-7
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Motes to Consolidated Financial Statements

Mote 1. Mature of Organization and Significant Accounting Policies {Continued)

Vahmes of the propartas in the roadway and land account spproasmate 1916 valuations by the infterstate
Cormmarce Commzsion, Thase properties rapresent fully dapreciated reacway of land. The Company assassas
long-ived assets for impaiment whenever avents or changas indicata that the camying amount of the assets may
not be recovered based on esiimated future undiscounted cash lows. In the event such cash flows are not
aapasted o be suthciant bo recoves the camying valus of the assals. the wselul lves of the assels are rawisad or
i assnts ane wiithen down to fedr estimale far values,

Leaze of roadway and land revenus recognifion; Resvenus recaived from proparty that is opareted by NSH i
raflsctad in the statements of income whan sarnad in accordance with the Company’s lease amangameants on tha
BeCa| mthod,

Difar lesase renssnue recognilion: The Company keeses carlan proparty thal is not opadalad by NGR. Revenue is
reflected in the statements of income when samed. The Company also collects Foense fee revenwee which is
recognized when eamed

Ineomea tamas Pursuant o Secbon 11146 of tha Safe, Ascountabla, Flexble, Efcwanl Transpodation Equity Acl of
2005 {the “Acl’), & substantiad portion of the Company’s incoma is exempl from federal and stale incoms taxes
The activities thal generate income which is nat exempt from federal and slate incoma teas purseant o the Act
ara conductad in North Carding Rallimad Ine. (NCRIC). MCRI is 3 taxabde antity and the lisblity method s used in
acoounting for income laxes, and delemed income tax assets and kabdites are debermined based on dferences
between the financial reporting and incoms tax basis of assets and liabifties

Az part of tha procass of prépanng the consolidated finandsal slatements, the Company is required io estmate
income taxes in each of the jurisdictions in which i operates. This process involves astimating the achual curment
mcome tax gty ogether with assessing femporary differencas resulting from dffening treafmant of Hems for
mcome tax and accounting purpasas,  Thasa differances rasull in delersd mcome 1ax assats and habiliies, Tha
Cormpany musl een assess tha kebhood Sal ils dalered incoma B assals will be recovenad Trom Tuure [axable
income. To the exient thal the Company believes thal recovery i nol more kely than nod, it must eslabish a
valuation allowance, Signficant managemeant judgment is required in determining the provision for income laxes,
dafamad incoma tax assels and kabdifes and any valuation allowance recordad against nel dalemed incoma fax
assels

Whan t&x retums ara fled, it i heaghly carlan that scma posibons [Sken would be sustaned upon axaminalon by
T 1] Authanles, wihile offvers ane sSubjact o wncarlainty abaul e rents of ths position (aken oF e amduni
of the position that wouid be ulfimetely sustained. The benafit of a tax position is recognezad in the financial
stataments in the panod duing which, based on all available evidence, managament balieves i i more kel than
mat that the posifion will be sustansd upon examinaton, incheding the resclubon of appaals or gabon processes,
il any. Tax positions laken are nol offsel or aggregaled with oher poslions. Tax positions thal mest the mone
Faly than nol recognition Sreshold are measwred &z the largest amount of tax benafit thad is more than 50% Gkeby
of baing realired upon satfiermant with tha applicabie taxing authonly. The portion of the banefils azsocialad with
lax pesibons laken tal axcesds (he amaunt measured a2 doscribed above ks reflactad as a liablity for
unrecognized tax benafits in the accompanying batance sheet along with any associsted intarest and panslties
that would be pairable i3 tha lasing authorities upon axamination. WWith few axceptions. tha Company is no langer
subnect o moome [ examinaions by Be U5, ledaal, stabe, of local B authonlss o years betons 2006,
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Mates o Consolidated Financial Statements

Mete 1. Matwre of Organization and Significant Accounting Policies (Continued)

Far value ol Bnancal instruments: The Company estimatas thal the fair value of all Snancial instruments
approamalas e camying amounts, prmarily becausa of tha shar term nalung of thess metrumants,

f In June 2009, the FASE issued SFAS No. 166, The FASE Accounting
Sfandards Codificabion and the Hierarchy of Generally Accepfed Accounfing Frinciples - a replacement of FASH
Sfatemant No. 162 ("EFAS 1687) 1o indicals changas bo tha GAAP fearanchy. Following tha issuanca of GFAS
168, e FASE will nol issue new standards in the farm of Statemants, FASE Stafl Postions, or Emanging lscuas
Task Force Abstracts. |nstead. it wil Bsue Accounsing Standands Updates, which will not be suthonitative in their
cwer nightl bud vall sarve 1o updale the Coddcation, provada background information aboul the guidance, and
provida (ha basas lor conclusions on the changes ko the Codification. On the aflsctive date of SFAS 168, the
FASE Accounting Standards Codification will become the single scurce of autheritative U.S. accounting and
reporting slendards o b2 applied by nongovammenial enfiies, excepd for rukes and inferprefive releases of the
SEC undar authonity of fedaral secunbas laves, which area sources of authonlatne GAAP for SEC regstrants. All
olher nongrandiatharsd, non-SEC accountng literature nel included in the Codibcation would become
nonauthonitative. SFAS 168 will be eflective for financial stalements issuad for intenim and annual periods ending
aftar Saptambear 15, 2009

In May 2009, the FASE issued ASC B55, Subsequent Evanls "ASC 8557, (lomany referenced as SFAS No. 165,
Subsequent Events). ASC 855 estabiishes genaral standards of accouniing for and disclosune of events thal
cocur alflet e balance sheed date but belore inancial slatemants are issued, Specilically, A5G BSD provides
clarity around the perod after the balance shesl dale during which management of a reporting entity should
evaluale events and fransactions thel my accur for polential recognition or disclosure in the financial siatemants,
the circumstances under which an enbity should recoqnize such events of transactions, and tha daclasure that an
enlity shoukd make aboul such evanls of ransactons. ASC BSE |s alfectiva for inlefim and annueal reporing
periods ended afler June 15, 2009 and is 1o be applied prospectively. The Companry adopted the new
promouncemant and made tha necessary disciosures relaled fo subsequent avanls

In September 2006, the FASE lssued guidance under FASE ASC 820, Falr Value Measwements and Disclosures
["ASC B207), (formerty known as SFAS Ko, 157, Fair Value Messurements), ASC 820 defines fair valus,
eslablishes a framework for measunng fair value, and espands disclosures aboul fair value measurement. ASC
E20 also errphasizes that kir vales is & market-based measinsment, nol &n enity-2pecilic measunemant, and
sels out & fair value hiorarchy with the highest priority baing quoled prices in active markeds. Linder ASC 820, fair
valua magsurements ara disclosed by lewal within thal hisrarchy, In Febmuary 2008, tha FASE approved and
daterred the effective date of ASC 820 for all nonfmancial assats and nonfinancel llabilibes, except thoss that an
recogrired or disclosed al fair value in the financial stataments on & recumng basis (a1 least annually], 1o fiscal
years baginning afier November 15, 2008, and inerim paniods within those vears. The Comgany adopled the
pravisions [or inencial assals and financial lisbikbes inils 2008 fnancial slal=menis and the provizions for
nanfinancial assels and nonfinancial Eabdifes thal ane recognized on a nonrecuring basls in 2009 with no
significant impact on ita financial statements
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Motes to Consolidated Financial Stalements

Mote 1. Nature of Organization and Significant Accounting Policies [Continued)

In July 2006, the FASH sseed guidance undar ASC 740, ncome Tares ("ASC 7407), (lomerly referenced as
Interpredation No, 48, Accounting fov Uncarfainiy in fncome Taves (FIN No, 48)). ASC 740 clarfiss tha acoounting
fof uncanainty inincoma taxes recognized in accordanca with SFAS Mo, 105, Accounting far lncame Tares. Il
alsa provides guidancs on vanous obher aspacts of accounting for incorme taxes, including recognition and
measurament of tex pogitions taken on lax relums, Balancs sheel classification, de-recognilion of tax benefits,
nbares] and penalfes, dsdasure and transtion. The Compeny adopbed the prosisions of ASC 740 in 2008 with
na shgrehicant impact on ifs consolidated fnancial slatermants

In January 2010, tha FASE ssued Accounling Standards Uipdata ("ASU") 20M0-06, which amands the Fair Valwa
Measuremonts and Disclosures Tapis of the Accounting Standards Codificabon, ASL 2010406 requires addibonal
dischosune of aclivity willin and transfers between the three levels of fair vales measurements as codfed in ASC
820 and additional disciosura about inputs and waluation techniques for fair vale measurements usng Level 7 or
1. The provisions of ASU 2010-06 ara affective for Tiscal yaars beginning after Decamber 15, 2009, axcepl for
certain new daciasures relaled 1o Level 3 activity whech will ke eflectve for iscal years beginning afler

Decamber 13, 2010, The adopdion of ASU 20 (-06 is nol expecied io have a significant effect on the Company’s
financial position, results of oparations or cash flows

In Auguest 2009, the FAZE issued ASL 200905, which amands the Fair Vale Measurement and Disclosune Tople
of the Accounting Standards Codfication, ASLI 2008-05 provides darification thatl in circumstances in which a
quoled price inan ackve markel for tha idenbcal iabality is nol avalable, a reporing enfity IS required (0 massura
Tar value of sich laoility using ome of mone of the lschnigues descrbed by the update. ASU 200905 is afective
for the: Company in 2010 The adoption of ASL 2009-05 is not expected 1o have a significant effect on tha
Company’s financial position, results of operation or cash flows

Mote 2, Trackage Righis Agreement and Leases on Roadway and Land

Pricr to 1999, substantially all of the Company's a3sals were leased o NS or its predecessors, in bwo lessas dating
o 1895 and 19358, Tha lerms of the leasas did nof raquire either tha Company or Moriok Southem bo renew the
BALEE

On August 10, 1994, tha Boand of Directors. of the Compamy appoved a Trackage Righls Agreemeant ("TRA") with
NSH lerminating fa laases. Tha TRA'S berm is 15 yaars with tag 15-year renawal oplions by NSR (45 years) for a
base rental of $11,000,000 (minimum) beginning January 1, 2000, with annual adusiments based upon an inflation
index and a 4 1/2 percent annual cap (arbitration of cap if i exceeds an average of 4 112 percend over any T-year
panod), Tha TRA provides for fransition of managamand of certain non-rall propertes to the Company, mainfsnanca
o the Company's rail proparty, mspections, mecords shanng, and audd. Tha THA was approved by the Surface
Trangportation Board on Septembar 1, 1958

Tha THA granks excclisnée freighl Fackags nghits fe N5R 1o conduct all faight oparations over the NCRER radrad ne
Uinder feceral law National Rail Passenger Corporation ("Amirak”) operates over NSR operated lines under
agreaments with N5R, NER is dbigated undar the TRA to provide rall senica o 2l industnes on the NCRR ne and
o dispatch rail cparations on the NCRR line. NSR is obigatad to maintain the NCRR line and any improvamanis
rracks 1o e line by M5R for Treight operations. Undar fe TRA, NSH does nol have financial rasponsibalty for
passanger Improvements made by the Company, North Carcling Depariment of Transporiation ("NCDOT™), Amirek,
o other parfias
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Motes to Consclidated Financial Siatemenis

Make 2. Trackage Rights Agreement and Leazes on Roadway and Land (Conlinued)

Approgimately 38 parceds nol used in raliroad operabions have baen returned io the Company lor separate (non-
NER) managament Thesa noncomdor properties are managed by the Company affer transition from NSR
managameand Tha THA contains provisians for responsibility for emarcnmeantal matlars by MSH and tha Company

NER is responsités for any taxes on its freight operations. A Policy Plenning Committee comprised of NCRR and
NSR represantalives addresses all fulure planning issues, capilal improvements, and any dispulies thatl anss under
the TRA. In the evenl of any dizagreaments, MCRRE and NSR ane subjec! o binding arbilration undar tha TRA.

A leasa of cartain propartias in Charlotis, North Cercdina o NSR (Hhe 1568 Leasa) expires on Decemibar 31, 2067,
and prowides for an annual rental of $31,319 through Decemiber 2018, Tha 1968 laase provides that beginning on
January 1, 2019, the anmual rental for Sha remairing term of the 1968 Lease is & parcant of he appraised value of the
property. Under the femes of the 1968 Leasa, all taxes connected with the proparty, axcap income iaxes, are paid
by the lessea, The 1968 Leasa was nol affacied by the THA

Mobe 3. Capital Commitments

Capital improssement agreement. O barch 20, 2002, the Company entered inlo a capital improvemnant agreement
{the “Capiled Agreament”} with N5R in crder [0 eslablish an understanding batween the parties aboul desired capital
improvements as weall 85 a means W fund indeidual projects pursuant i the TRA. The Capital Agreement calls for
carain identified capital improvements io ba made to the Compary’s railroad line (e “Projects™). As of

December 31, 2005, the Company's share of the Projacts tolal spprocamabely 357 millkon and are scheduted for
complaton batwaan 2010 and 2012,

The Capital Agresment calls for the execution of individual project agreemenis as appropriale and contains cerain
provisians with regard (o construction responsibiibes and cost allocabon. The Capital Agreemeant providas for tha
funding of a capital program escrow account with an initizl depesit of 500,000 by the Company and additional
depesits of obligated Company capital mprovemsant funds held pursuant to N.C, Ganaral Statute 124-5.1 o fund
icapital improvemants as recammendad and approved by the Companys Board of Directors.

Capital Account Funds Agreement: On Jume 21, 2002, he Company and the NCDOT entered inte a Capilal Acoounl
Funds Agreement (the "CAFA"} pursuant fo N.C.G.5, 124-5,1 MCDOT has vanous capital improvement projects in

progress under tha GAFA as of December 31, 2009 and managament eupacts bo econd a capilal contnbution and
related assel as the improvemaents ane completed in future perods

The Company has dasignatad the Tolewing amounts (8l meastad in cash or cash equnalants) to capital
improvement projcis:

2005 2008
Restricted undar construction contracts § 6059435 5 3109555
Resiriched under the CAFA 4,556 358 11,161,738
Resincied for other capiial improvemsants 240 465 258273
Board designatad funds 34,902 837 22 000,000
Funded capital projects $ 45798029 5 36570746

Boand Desigrated Funds: The Board of Direclons passed a resclution to designat 312,500 000 and 511,500,000 of
unresiricted cash for use on capital improvement projects during 2009 and 2008, respectively
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Note 4. Fair Valua Measurements

Effective Januany 1, 2004, tha Company adoptad new accounting guidance ASC 820 ralaled fo far valua
misasunarmants which provides a framewark for measuring fair value under ganarally accephed accounting principles.

Under ASC 820, fair value is the price thal would be received (o sell an assel or paid io ransfer a Eabilty in an
gederly ransacton batwasn markel participants al the measuremant date. In debermining fair valus, the Company
U vawiows methods including marksl, nooma and cost epproaches, Basad on thess approaches, the Company
often ullizes certain assumplons that market partiziants would usa in pricing the assat or liability, including
assumptions aboud risk and or fha risks inherent in tha inputs to the valuation lechnigua. Thesa inpuls can be readily
obsanvable, marke comaborated, or generally unobservable inputs. The Company ulikzes valuation lechniques that
magmize the use of obsenvable inputs and minimize the wse of unobsarvable inputs. Based on the obsensabdity of
the inpusis used in the valuation tachniques the Company is required to provides the Following information according 1o
{her i wadues Fearaschy.  The [aer valua hieranchy ranks e qually and relisbibity of tha informaion used 1o dedarming
Tair values,

Fnancial assats and liabilitias camed &l fair valwa wil ba classified and desclosad in ana of the following three
calegonas

-

Level 1 Inputs - unadiusted quoled prices in active markels for identical assats or Rabilties that the reporting
entity has the abiity o access a the measurement date

Lened 2 Inputs = inpuls other than quotad prces in Leved 1 that ane obsenvabile for the assel or liability, eithes
direcily or indirectty, Thase mighl includa quobtad pricas for simillar assals or iabilites in active markets,
quiodad paces lor idenlical or simdar assals o labalifes in markets thal are nod active, inguls ol Ban
quited prices thal ane observable Tor the assel or Rabeiity (such as inlenast rates, discount values, volatilties,
prepayment speeds, credil risks, ate.}, or npuls that are derived principally from or comoborated by manoel
dala comalation or olher meaans.

Leved 3 Inputs — unobsanatia inguts for defermining the fair valuas of assels or iablibes that would reflect
an andty's own deferminabon about Bhe assumpbons thal markel parbopants would wse n pacing e 35560
o liakilities

Fair walue on a recurming basis: A1 Decembar 31, 2008, ha Comparny had cerfificates of deposil which ans maasued
&l fair value on & recurning basis; that is, the instruments ane measured at fair value al each reporting pedod. The
foilowing lable presams. the Company's fnancial insiruments camied on e balance shest by level within the fair
valus hierarchy (a5 dascnbed above) as of Decamber 31, 2008, The Gompany had no assals o labilibes camed af
fair valua on a recurming basis al December 31, 2008,

_ 2008
Cuoted Prices Significant
In Aetive Cribvar Significant
Markels for Observablo Linobsorvable
Identical Azsats Inputs Inpuls
[Leved 1) (Lawal 2) {Lewed 3) Told

Certficates of depost % - E ‘r?lﬁ.mﬂ E - % 17.500,000
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Mote 5. Employee Benefid Plan

This Company sponsors 8 SEP-IRA Plan coveding substantally all emplovess Empioyess whi aarm graalar than
2400 in wages during the year are ebgitles to receive the contnbution. The employer contribution percenlage is
approved annually by the Board and contributions are mads to employes accounts in January and July, Employer
conbributions for he years ended Decermbear 31, 2009 and 2008 were 3132728 and 5128104, respaclively, Tha
Compary incurmed no plan admnistrative expenses dunng 2000 or 2008

Mot 6. Futurne Minimum Lease Revenue

The Company darves incoma from laased commengial space and othar property. OF the noncancallabia leasas, ona

lease, dascribad in Mole 2, comprises B8 parcent of the leass income. Rental income recessed fram this lease for the
yearg endad Decembar 31, 2009 and 2008 was $13.7 milion and 5133 million, respactivaly. Tha remaining

noncancellabla [aases ara related to the rantal of commestial space  The following is 3 schedula of the minimsm
fuiluing fanlal incorme, axchiding randwal pancds, on e noncantellable operating leasas al Desormber 31, 2009

Year Ending
Decembar 31, Armaunt
2010 S 14,250314
2 14,305,790
202 T 233 508
23 14 107 297
014 13,941,151
Thesaatiar 4,308 926
T I, eaa
MNobe 7. Income Taxes

The Company's incoma befora income lames for the years ended Dacamiser 31, 2009 and 2004 iz broken down as
fodlows

2009 2008
Income balora income {ames:
Mein-taeable antity 412847 5 44635W
Taxabdea antity 175,750 155,849
Imcomie bedors inoome lanes 3 4368697 5 4518816

The differanca batwaan the ledaral incoma tax compuled by the statutory fedaml income tax rate of 34% and MCRI's
income ax expense a3 reflacted in the consolidated financial stalamants is as follows:

2009 2008
Incoma tax al stafutory federal mcome tax rates § 29748 5 P
Imcraass atirbulable io
Slale income fax, net of fedaral incoma fax banedit 8,003 I 0Er
Imnpact of oracuabed tax rales {7, 204] [8,130)

§ 6057 § 5195
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Mote 7. Income Taxes (Continwed)
Tha Company's texabde subsidiany, NG Railrcad Inc. has a defemed incomea tax Eability at Decambser 31, 2009 and
20048 as Tollows:

2009 2004
Noncurrent defemed Rax kabiity, property and egquipment § S58000 % 256 000

Thea Compary's tolal lax expansa for 2009 and 2004 can be semmarnzed as follows

2009 2008
Cumant income & expense § GEET & 58,556
Defermed incoma tax expanse (8,000} (&,000)
Total income tax expense % BT 3 51 856
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